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TAGS: ECON, UK 

SUBJECT: ECONOMIC DEVELOPMENTS - WEEK ENDING MAY 16 

BEGIN SUMMARY: THE CONTINUED WEAKENING TRENDS IN THE 
BRITISH ECONOMY, AND PARTICULARLY THE ACCELERATING WAGE- 
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PUSH INFLATION, PUSHED STERLING TO A RECORD LOW DEPRECIA- 
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TION THIS WEEK, DESPITE BETTER-THAN-EXPECTED TRADE 
EIGURES. ONLY PRICES ARE UP; CONFIDENCE, OUTPUT, DEMAND, 

AND STERLING ARE ALL DOWN. END SUMMARY 

1. STERLING WEAKENS. STRONG DOWNWARD PRESSURE ON STERLING 
EORCED THE BANK OE ENGLAND TO .'AGGRESSIVELY SUPPORT” THE 
POUND ACCORDING TO PRESS REPORTS. AS THE TRADE- WEIGHTED 
DEPRECIATION PLUNGED DOWNWARD DURING THE WEEK, IT IS RE- 
PORTED THAT THE BANK OE ENGLAND INJECTED ABOUT $200 
MILLION INTO THE MARKET ON TUESDAY (MAY 13) IN ORDER TO 
PREVENT THE POUND FROM FALLING BELOW ITS RECORD LOW OF 
25.2 PERCENT. MARKET SOURCES INDICATE THAT THIS IS THE 

EIRST EVIDENCE OE A MASSIVE SUPPORTIVE OPERATION IN RECENT 
WEEKS, AFTER WITNESSING A PATTERN OE OEFICIAL SMOOTHING 
OE MARKET ELUCTUATIONS BUT NOT SUPPORT. CONTINUING UNCER- 
TAINTY OVER BRITAIN'S ABILITY TO BRING THE RATE OE INFLA- 
TION UNDER CONTROL APPEARS TO BE A KEY CONTRIBUTORY 
EACTOR. EXCHANGE MARKETS CONTINUE TO REPORT LIGHT TO 
MODERATE TRADING AS THE DOWNWARD SLIDE CONTINUES. 

2. THE APRIL TRADE FIGURES RELEASED THIS WEEK SHOWED A 
NOT UNEXPECTED WIDENING OE THE DEEICIT COMPARED TO LAST 
MONTH'S LEVEL. HOWEVER, THE DETERIORATION WAS NOT AS 
GREAT AS HAD BEEN ANTICIPATED. TAKING THE THREE MONTH 
PERIOD (TO SMOOTH OUT THE DISTORTIONS CAUSED BY THE LONDON 
DOCK STRIKE) EEBRUARY TO APRIL, THE CURRENT ACCOUNT DE- 
EICIT WAS 337 MILLION POUNDS COMPARED TO 862 MILLION 
POUNDS IN THE PREVIOUS THREE MONTH PERIOD. SEE LONDON 

7327 EOR DETAILS. 

3. WHOLESALE PRICES. THE INDEX OF WHOLESALE OUTPUT PRICES 
(DOMESTIC GOODS, EX-EACTORY) EOR APRIL PROVISIONALLY SHOW- 
ED A RISE OE 1.7 PERCENT EROM 179.0 IN MARCH TO 182.0 IN 

APRIL. 1970 EQUALS 100. THE INDEX NOW STANDS AT 24.3 
PERCENT HIGHER THAN A YEAR AGO, BUT IN THE PAST 3 MONTHS 
THE INDEX HAS RISEN AT AN ANNUAL RATE OE 22.8 PERCENT. 

THE WHOLESALE INPUT PRICE INDEX (RAW MATERIALS, EUELS, 

AND FRESH FOODS) ROSE EROM 221.8 IN MARCH TO 223.0 IN 
APRIL, AN INCREASE OE 0.5 PERCENT. THIS INDEX HAS BEEN 
RISING VERY SLOWLY IN THE PAST SIX MONTHS AND IS NOW UP 
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ONLY 3.7 PERCENT OVER THE PAST 12 MONTHS. 

4. INDUSTRIAL PRODUCTION. THE INDEX OF INDUSTRIAL PRODUC- 
TION FELL BY 0.9 PERCENT IN MARCH, FROM 105.5 IN FEBRUARY 
TO 104.6 IN MARCH (1970 EQUALS 100 - SEASONALLY ADJUSTED). 

THE EIRST QUARTER EIGURE IS 105 (EORECASTERS: SEE LONDON 
6734 AND TAKE NOTE), A FALL FROM 105.4 IN THE EOURTH 
QUARTER OE 1974. THE PRODUCTION INDEX OF MANUFACTURING 
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INDUSTRIES FELL FROM 107.3 IN FEBRUARY TO 105. 1 IN MARCH, 

A DECLINE OF 2.1 PERCENT. FOR THE QUARTER, HOWEVER, THIS 
INDEX STANDS SLIGHTLY HIGHER THAN THE FOURTH QUARTER OF 
1974 WHICH WAS AFFECTED BY A FALL IN OUTPUT BOTH BECAUSE 
A NEW SEASONAL PATTERN OF LONGER HOLIDAYS (THE SEASONAL 
ADJUSTMENT FORMULA IS NOT YET WORKED OUT) AND BECAUSE OF 
RECESSIONARY FACTORS ACTING ON BUSINESS DURING THAT 
PERIOD. ALL FIGURES ARE PROVISIONAL AND LIKELY TO BE 
REVISED. 

5. BUSINESS CONFIDENCE. THE QUARTERLY INDUSTRIAL TRENDS 
SURVEY OF THE CONFEDERATION OF BRITISH INDUSTRY (CBI) IN- 
DICATES THAT BUSINESS CONFIDENCE REMAINS VERY LOW. HOW- 
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EVER, THE FALL IN SUCH CONFIDENCE APPEARS TO HAVE 
"BOTTOMED OUT." THE SURVEY ALSO INDICATES THAT NEW ORDERS 
AND OUTPUT ARE EALLING SHARPLY, AND MOST COMPANIES WILL 
INVEST LESS IN THE NEXT 12 MONTHS THAN IN THE PAST YEAR. 

MOST RESPONDENTS ALSO INTEND REDUCING THEIR LABOR FORCE, 
BUT IT APPEARS THAT THE FINANCIAL POSITION OF COMPANIES 
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AS A WHOLE HAS IMPROVED. BUSINESSMEN ARE ALSO LESS CON- 
FIDENT OF THEIR FUTURE EXPORT COMPETITIVENESS. 

6. RETAIL SALES. REVISED FIGURES EOR RETAIL SALES INDI- 
CATE A LARGE DROP EOR MARCH. THE INDEX NUMBER OF RETAIL 
SALES FOR MARCH IS NOW 109.4 AS COMPARED WITH 1 12.3 IN 
FEBRUARY. THIS IS A DECLINE OF 2.6 PERCENT. THIS GIVES A 
FIRST QUARTER NUMBER OF 1 1 1.5 WHICH IS ALMOST IDENTICAL 
WITH EOURTH QUARTER 1974 NUMBER OF 1 1 1.6 (1970 EQUALS 100) 

7. INSTALLMENT CREDIT. THE AMOUNT OF HIRE PURCHASE AND 
RETAILER INSTALLMENT CREDIT FELL IN MARCH BY 9 MILLION 
POUNDS, BUT THE AVERAGE FIRST QUARTER FIGURE IS UP BY 6 
PERCENT OVER THE FOURTH QUARTER OF 1974. 

8. EXCHANGE RATE AND GOLD: 

5/8 5/15 CHANGE 

EXCHANGE RATE $2.3415 $2.3015 DOWN $0.0400 

DEFECTIVE DEPRECIATION 

(PERCENT) 23.8 24.8 WIDENED 1.0 

GOLD $166.75 $166.00 DOWN $0.75 


9. FORWARD DISCOUNT ON STERLING: 


5/8 

5/15 

CHANGE 

1 MONTH 

1.23 

1.20 

DOWN 0.03 

3 MONTHS 

3.60 

3.60 

UNCHANGED 

6 MONTHS 

6.75 

6.90 

UP 0.15 


(ALL FIGURES IN CENTS) 


10. EURODOLLAR INTEREST RATES: 

5/8 5/15 CHANGE 

1 MONTH 5-9/16 5-1/2 DOWN 1/16 

3 MONTHS 6-9/16 6-1/4 DOWN 5/16 
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6 MONTHS 7-5/8 7-1/4 DOWN 3/8 

1 1 . LOCAL AUTHORITY DEPOSIT RATES: 

5/8 5/15 CHANGE 

1 MONTH 9-1/4 10-5/8 UP 1-3/8 

3 MONTHS 9-3/16 11 UP 1-13/16 

6 MONTHS 10-1/16 11-7/16 UP 1-3/8 
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12. THE MINIMUM LENDING RATE REMAINED UNCHANGED AT 10 PER- 
CENT ON FRIDAY, MAY 16, 1975. 

13. RETAIL PRICES. THE RETAIL PRICE INDEX NUMBER FOR 
APRIL, RELEASED LATE ERIDAY, MAY 16, SHOWS A RISE OVER 
MARCH OF 3.9 PERCENT. THE INDEX NUMBER FOR APRIL IS 129.1 
THE MARCH FIGURE WAS 124.3 (JANUARY 1974 EQUALS 100). 

OVER THE PAST 12 MONTHS, THE RPl HAS NOW RISEN BY 21.7 
PERCENT, AND OVER THE LAST 3 MONTHS, THE RISE IS 7.5 PER- 
CENT OR 30 PERCENT AT AN ANNUAL RATE. HOWEVER, SOME OE 
THE APRIL INCREASE IS UNDOUBTEDLY DUE TO THE RISE IN EX- 
CISE TAXES STEMMING EROM THE APRIL 15 BUDGET. 

RICHARDSON 
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